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PROFIT ON UNEXECUTED ORDERS 
On Sale of Business 

By the terms of an agreement whereby a trader converted his business 
into a private limited company, it was provided that 75 per cent. of the 
profit on orders unexecuted at the date of completion should be paid 
to the trader, and such orders were to be executed by the company as 
agent for the vendor. Under this clause of the agreement, the trader 
received £10,607, and his personal representatives (the trader having 
died shortly after the sale) were assessed to tax upon that sum as profits 
of the trade carried on by the trader :— 

Held by the English Court of Appeal: the sum of £10,607 was a 


profit of a business carried on by the company as agent for the trader, 
and was not a capital sum received by the trader. The assessment was, 
therefore, rightly made: Southern v. Watson and others [1940] 3 All 
E.R. 439. 





CASUAL PROFIT FROM SALE OF PERSONAL PROPERTY 
New South Wales Amendment 


Under S. 12 (2) of the New South Wales Income Tax (Management) 
Act, 1928-29, the profit on the sale of personal property was assessable 
if the property was bought and sold within three income years, and if 
the property was situated in New South Wales. 

The New South Wales Act of 1936 removed the second test of 
assessability. Under S. 106 of the present Act the substituted test is 
whether the sale of the personal property was effected in New South 
Wales, irrespective of where the property was situated at the time of 
the sale. Whilst this change in the law brought into the taxation net 
profits on sale in New South Wales of Government bonds, and shares, 
etc., on registers situated outside New South Wales, taxpayers could 
avoid liability under S. 106 by selling their shares and securities, 
wherever situated, in Victoria, which does not impose a tax on casual 
profits. The change in the law must have resulted in a great loss to the 
revenue of New South Wales. 

After a lapse of four years S. 106 has been amended by the insertion 
of the following new subsection :— 

“(4) Where the proceeds of the sale of any shares or securities after the 
commencement of the Income Tax (Management) Amendment Act, 1940, by a 
taxpayer who is a resident are not included as assessable income under any other 
provision of this Act and the sale was effected out of this State but in Australia, 
and the shares or securities were bought by the taxpayer in the year of income 
or in any of the two years next preceding that year, his assessable income shall 
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include the casual profit, if any, arising from the sale, unless the taxpayer is liable 
to income tax (other than Commonwealth income tax) in respect of such profit 
in the place out of this State in which the sale was effected.” 

The new subsection (4) applies to residents of New South Wales and 
to casual profits on sales of shares or securities wherever situate made 
by them after November 15, 1940, in Victoria, South Australia, Western 
Australia, Australian Capital Territory or in Northern Territory, and 
then only if the shares or securities were bought and sold within three 
income years. 

Section 31 (2) of the Queensland Act provides for the taxation of a 
casual profit on the sale of personal property where the sale was effected 
in Queensland. Section 64 (1) of the Tasmanian Act was in similar 
terms but has been amended by the omission of the words “and the 
sale was effected in the State.” Ifa resident of New South Wales sells 
shares or securities in Queensland or Tasmania and is liable to tax on 
the casual profit in the State where the sale was effected he is not also 
liable to New South Wales income tax on that casual profit. 








Sale of Rights to Shares or Debentures 

In conformity with the above amendment a new paragraph (c) has 
been added to S. 112 which provides that the assessable income of a 
resident of New South Wales shall include any amount derived from 
the sale out of New South Wales, but in Australia, after November 15, 
1940, of rights to take up shares or debentures in a company, unless the 
taxpayer is liable to income tax (other than Commonwealth income 
tax) in respect of such amount in the place out of New South Wales 
in which the sale was effected. 





PAYMENT OF COMMONWEALTH INCOME Tax By TAX STAMPS BY 
PERSONS OTHER THAN EMPLOYEES 


Section 221M of the Commonwealth Income Tax Assessment Act 
provides that any taxpayer, not being an employee, may, at any time, 
buy tax stamps from any person, licensed or authorised by the Com- 
missioner to sell tax stamps, and the provisions of Division 2 of Part VI 
shall, in respect of any tax stamps so bought, apply to that taxpayer as 
if he were an employee. 

Taxpayers, who are not employees, may therefore voluntarily come 
under the new scheme of collection of Commonwealth income tax by 
instalments to any extent they may choose. The procedure is simple. 
They can buy a stamp book from a stationer, and at any time may buy 
stamps for any sum and affix these to a page of the stamp book, 
cancelling the stamps by writing in ink on every stamp his name or initial 
and the date the stamps were affixed. When the taxpayer receives his 
notice of assessment he should send the pages to which the cancelled 
stamps are affixed to the Commissioner with a cheque for the difference, 
if any, between the amount of the assessment and the total value of the 
stamps remitted. If the value of the stamps exceeds the amount of tax 
due, the Commissioner will immediately send a cheque to the taxpayer 
for the amount of the excess. 





MINING OPERATIONS 
Commonwealth Deduction in Respect of Capital Expenditure 
Section 122 of the Commonwealth Income Tax Assessment Act 
1936-40 provided as follows :— 
“Where a taxpayer derives income from carrying on mining 
operations in Australia (other than coal mining) the capital expended 
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by him in necessary plant and development of the mining property from 
which such income is derived (less the profits derived by him prior to 
the year of tax) shall be divided by the estimated number of years 
during which payable mining operations may be expected to continue 
under normal conditions, and the quotient thus obtained shall be an 
allowable deduction.” 

The following example taken from The Income Tax Laws of Aus- 
tralia illustrates the above provision : 


Capital 
Expenditure Profits 
Up to 30/6/36 .. .. .. .. .. £80,000 £30,000 
Year ended 30/6/37 .. .. .. 15,000 8,000 
Total to 30/6/37 .. .. .. .. £95,000 £38,000 
Year ended 30/6/38 .. .. .. 10,000 15,000 
Total to 30/6/38 .. .. .. .. £105, 000 £53,000 000 


The estimated life of the mine is 15 years ‘from July 1, 1936. 
(a) The allowance for year ended June 30, 1937, is as follows: 


95, = 38,000 _ = £3,800. 


(b) The allowance for year ended June 30, 1938, is as follows: 
105,000 — 53,000 __ 
14 

It will be seen that S. 122 did not provide for a deduction of the full 
amount of capital expended in plant and development of a mining 
property as each annual deduction was calculated with reference to the 
difference between the total of such expenditure and the total profits up 
to the end of the relevant income year. 

For the purpose of granting a sinking fund deduction of the whole of 
the capiial so expended, S. 122 has been repealed and a new section has 
been inserted in its stead: 

“Where a taxpayer who derives income from carrying on mining 
operations in Australia (other than coal mining) expends capital 
in necessary plant and development of the mining property from 
which that income is derived, a proportionate part of the amount 
expended, arrived at by distributing that amount proportionately 
over the estimated life of the mine as at the date of the expenditure, 
shall be an allowable deduction.” 


In the example quoted above, let us assume that the expenditure for 
each of the three income years was made on the first day of the income 
year. 

The allowance for income year ended June 30, 1937, if the new 
Section 122 had been in operation for that income year, would have 
been : 

(a) £80,000 expended July 1, 1935. 

Estimated life of mine—16 years. 


= £3,714. 


£80,000 + 16.. .. , ne oe oe we 
(b) £15,000 expended July 1, 1936. 

Estimated life of mine as in (2) = 15 years. 

Se eee ee ee 





Deduction under new S. 122 .. .. 
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N.B.: The deduction for 1935-6 under previous S. 122 was £3,800 
vide example. 

The allowance under new S. 122 for the income year ended June 30, 
1938, would have been: 





(a) As for year ended June 30, 1937 .. .. .. .. .. £5,000 

(b) do a ae, eee 1,000 

(c) £10,000 expended July 1, 1937, £10,000. Esti- t 
mated life of mine as in n (a) = = 14 some £10,000 
+14.... ; 714 
Deduction under new S. 122... .. .. .. .. .. £6,714 


ee 


N.B.: The deduction for 1936-7 under the previous S. 122 was £3,714. 

The alternative deduction under S. 123 remains unaltered. 

The above amendment applies to assessments for financial year begin- 
ning July 1, 1940 (income year 1939-40), and all subsequent years. The 














appropriate sinking fund deduction is allowable in respect of capital . 
expended in all income years whether prior to, during or subsequent to 
year ended June 30, 1940. P 
Example : 
Reverting to the previous example let us assume that the owner of 
the mine expended no further capital in necessary plant and develop- 
ment until July 1, 1939, when £8,000 was spent, and that on that date 
the revised estimated life of the mine was 20 years. 
This allowance under new S. 122 would be: y 
(a) £80,000 expended July 1, 1935. Estimated life d 
of mine “as at the date of the expenditure” = 16 S| 
ae Oe ee p 
(b) ee ee ee SE 9 9 1,000 
(c) As in previous example .. . - 714 v 
(d) £8,000 expended July 1, 1939. Estimated life of re 
mine “as at the date of the expenditure” = 20 Ww 
SD, ee 9 OP aa. We we 40 Se 46 20 ke Os 400 1 
m 
£7,114 
No sinking fund deduction will be allowed in respect of (a), (b) and 
(c) after income year ended June 30, 1951. The allowance in respect of of 
(c) will continue until income year ended June 30, 1959. yr 
In conclusion, it should be observed that in the case of expenditure 
in income years prior to year ended June 30, 1940, the total of the 
allowable deductions under previous S. 122 and new S. 122 for income 
years up to the close of the estimated life of the mine may not equal the N 
amount expended. This may be so because of the inadequacy of the th 
allowances prior to income year ended June 30, 1940, under the as 
repealed section. Any unrecouped balance at the end of the period is 
not an allowable deduction. 
EXEMPTION OF Pay AND ALLOWANCES WHILST ON ACTIVE SERVICE 
State Acts 
By new S. 23 (s) of the Commonwealth Act an exemption was ‘a 
granted in respect of pay and allowances of members of the Australian Bc 
Naval, Military and Air Forces, also of members of any Empire or Fe 
Allied force, enlisted or appointed for service outside Australia. The | 
exemption is fully dealt with at pp. 28-29 of the August, 1940, issue of _ 


the journal. The following State legislation has come to hand: 
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New South Wales 


By the Amending Act of 1940, New South Wales has granted a like 
concession, vide new S. 16 (x). 


Victoria 
By the Amending Act, No. 4783 of 1940, Victoria has also granted 
the above exemption, vide new S. 14 (y). 


Queensland 


Under the Queensland Income Tax and Succession and Probate Duties 
(Sailors, Soldiers, and members of the Air Force) Exemption Act of 
1940, a similar exemption is granted by S. 2 of that Act. 


South Australia 


Under the South Australian Income Tax (War-time Concessions) 
Act, 1940, a similar exemption is granted in respect of pay and allow- 
ances referred to in S. 23 (s) of the Commonwealth Act. 

In addition, where the South Australian Taxpayers Relief Board is 
of opinion— 

(a) that the assessment for the purposes of South Australian income 
tax of any income of any member of the Naval, Military or Air 
Forces of the Commonwealth, etc., whose income has been 
exempted ; or 

(b) that the payment of income tax by any such person ; 
would cause hardship to that person, or to any person wholly or mainly 
dependent upon his earnings, the Board may order that such income 
shall not be assessed, or, as the case may be, that such income tax or any 
part thereof shall not be payable. 

Where the Commissioner is of opinion that the amount of tax which 
would be payable by any member of the Naval, Military or Air Forces 
referred to above, if his income were assessed, is less than £20, or 
where the amount of tax payable is less than £20, the Commissioner 
may personally, if he thinks fit, exercise the power given above, or he 
may refer the case to the Board. 


Tasmania 
Section 28 of the Tasmanian Act has been amended by the addition 
of a new para. XVII, which grants the same exemption as S. 23 (s) 
of the Commonwealth Act. 


Western Australia 


The Western Australian Income Tax Assessment Act, Amendment 
No. 12 of 1940, contains an amendment to S. 15 of the principal Act by 
the addition of a new paragraph (s), which provides the same exemption 
as S. 23 (s) of the Commonwealth Act. 





New SoutH Wa Es Stamp Duties (AMENDMENT) Act 1940 


The Stamp Duties (Amendment) Act, No. 50 of 1940 (assented to 
on December 10, 1940), is an Act of Exemptions. It almost erases the 
Amendment Act, No. 30 of 1939, from the New South Wales Statute 
Book. The 1939 Amendment Act was discussed at some length in the 
February, 1940, issue of the journal. 

The principal features of the 1940 Amendment Act may be sum- 
marised as follows: 
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(1) Omission of the whole of the provisions relating to death duty 
payable on the cesser of limited interests (life tenancies and 
annuities created by will or settlement) ; 

(2) Complete exemption from death duty of estates of members of 
the defence forces; 

(3) Exemption from death duty of benefits passing to the widow or 
dependants of a deceased person under any scheme of super- 
annuation or pension ; 

(4) Drafting amendment to clarify the intention of the provisions 
relating to the abatement in favour of widow and children; 

(5) Exemption from stamp duty of contract notes between brokers 
in and beyond Australia ; 

(6) Exemption from stamp duty of transfers, and contract notes for 
or relating to the sale or purchase of debentures issued by the 
Metropolitan Water, Sewerage and Drainage Board; 

(7) Exemption from stamp duties of certain cheques, receipts and 
policies of insurance. 


Withdrawal of Provisions relating to Death Duty Payable on Cesser 
of Limited Interests 

The 1939 Amendment Act introduced the new principle of levying 
death duty on the cesser of limited interests (life tenancies and annuities 
created by Will or Settlements). It was a most unpopular measure and 
hotly attacked by the legal profession. However, the unwelcome child 
did not live long. The State finances have so improved that the Govern- 
ment can do without this source of revenue. The 1940 Amendment Act 
completely wipes out all reference to the imposition of death duty on 
the cesser of limited interests. Life tenants may again live longer without 
causing the impatient remaindermen grievous financial harm. 


Exemption from Death Duty of Estates of Members of Naval, Military 
and Air Forces 

New Section 101F provides that no death duty shall be payable in 
respect of the estate of a member of the Naval, Military or Air Forces 
of the Commonwealth of Australia, or of any part of the King’s 
dominions or of an Ally of Great Britain who, during the present war 
between His Majesty the King and Germany and her Allies or within 
one year after its termination dies on Active Service or as a result of 
injuries received or disease contracted on Active Service. It is to be 
observed that the exemption applies to all such estates, irrespective of 
amount. For Federal Estate Duty purposes, such estates are exempt 
only where the taxable value does not exceed £5,000. 


Superannuation and Pension Benefits 
New subparagraph (c) added to Section 102 (3) provides that the 
estate of a deceased person shall not include the value of an annuity or 
pension payable to the widow or dependant of the deceased person under 
any scheme of superannuation or pension. This exemption from New 
South Wales death duty extends to all such benefits under any scheme 
of superannuation or pension, irrespective of amount. 


Abatement in Favour of Widow and Children 
The 1940 Amendment Act contains a drafting amendment to clarify 
the intention of new Section 112B inserted by the 1939 Amendment Act. 
An example will best explain the provision: 
CO ee ee reo 
Value of property passing to widow .. .. .. £2,000 
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Literally applied, the section before the drafting amendment would have 
meant that the rate applicable to the property passing to the widow 
(£2,000) was three-fourths of the prescribed rate, that is, three-fourths 
of the rate applicable to an estate of £3,500. This was not the intention 
of the Government, the rate applicable to the property passing to the 
widow in this case was to be one-half of the prescribed rate, that is, one- 
half of the rate applicable to an estate of £2,000. The 1940 Amendment 
Act rectifies this position. 


Brokers’ Contract Notes 


The Stamp Duties Act imposes a duty on contract notes at the rate 
of 6d. per £100 of the marketable security covered by the contract note. 
A “contract note,” however, does not include a note sent by a broker 
or agent to a person who is acting as broker or agent for a principal 
and is himself a member of a Stock Exchange in the Commonwealth of 
Australia (S. 61 (1)). The Government considered that the exemp- 
tion should be extended to members of Stock Exchanges beyond Aus- 
tralia. New capital has been coming into New South Wales from Great 
Britain, New Zealand and the Malay States. The collection of this 
stamp duty from brokers beyond Australia would cause irritation and 
might even lead to the diversion of capital elsewhere. By the insertion 
of the words “or elsewhere” at the end of Sections 61 (1) and 63 (1), 
this exemption has now been extended to contract notes between brokers 
in and beyond Australia. 


Debentures issued by the Metropolitan Water, Sewerage and 
Drainage Board 

The 1940 Amendment Act exempts from stamp duty : 

(a) any transfer of a debenture issued by the Metropolitan Water, 
Sewerage and Drainage Board; 

(b) any contract note for or relating to the sale or purchase of any 
debenture issued by the Metropolitan Water, Sewerage and 
Drainage Board. 


Miscellaneous. Exemptions 


The 1940 Amendment Act adds, among others, the following exemp- 
tions to the lists already contained in the “Second Schedule of Stamp 
Duties and Exemptions” : 

(a) Cheques drawn by or on behalf of any society or institution for 
the promotion of education or for the purpose directly or indirectly 
connected with defence or the amelioration of the condition of 
past or present members of the Naval, Military or Air Forces 
of the Commonwealth or their dependants, or for the promotion 
ef any other patriotic object; 
any acknowledgment or receipt given by or on behalf of any 
society or institution directly or indirectly connected with defence, 
etc. (as in (a) above) ; 

(c) any receipt for a1 instalment of endowment under the Family 
Endowment Act 1927 and under the Widows’ Pensions Act 1925. 
(d) any policy issued to the original insured or his personal repre- 
sentative for war risks in respect of the specific consignment of 
goods where a policy of marine insurance in respect of the same 
consignment of goods was issued and duly stamped and where 
the goods are shipped to or from a British port. This amend- 
ment avoids double duty on marine and war risk policies of 
insurance in respect of the same consignment of goods. It applies 
only to goods shipped to or from a British port. 


(b 


— 
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CoMMONWEALTH TAX ON UNDISTRIBUTED INCOMES OF PUBLIC 


CoMPANIES 


Section 160C of the Commonwealth Act was amended by Act. No. 65 


of 1940 as follows :— 
(a) For the purpose of the further tax imposed on that portion of 


the taxable income of a public company not distributed as divi- 
dends, in ascertaining such portion a deduction was allowed 
under the original provisions of 25 per cent. of the company’s 
distributable income. That concession has been withdrawn and 
a company is now assessable in respect of income year ended 
June 30, 1940, onwards on the amount by which the whole of its 
distributable income exceeds the amount of dividends paid out 
of its taxable income of the income year. 














Example :— 
Taxable income for purposes of ordinary 
Commonwealth income tax .. .. .. .. £128,000 
Deduct— 
Commonwealth income tax paid .. .. .. £11,200 
War-time (Company) tax paid .. .. .. .. 23,800 
£35,000 
Less: Refund of Commonwealth income tax 100 
34,900 
£93,100 
Deduct— 

Ex-Australian net loss... .. .. .. «. «- 4,100 
ee ee £89,000 
Dividends paid thereout .. .. .. .. .. «- 50,000 
Undistributed amount .. .. .. .. .. ...- £39,000 





The rate of tax on undistributed incomes of public companies 
has been increased from 1/- to 2/- in the £. The following is a 
comparison of the taxes payable under the present and the origi- 
nal provisions of Part IIIA, based on the above example: 


Present Provisions 


Tax on undistributed amount of £39,000 at 2/- in £ = £3,900 0 O 


Previous Provisions 











Distributable income as above .. .. .. .. £89,000 
DeGuct 25 percent... 0. cece es es ce ee )|=6ERR 
£66,750 
Dividends paid thereout .. .. .. .. .. :. 50,000 
Undistributed amount .. .. .. .. .... .. £16,750 
Tax on £16,750 at 1/-in£=........ 837 10 O 
es ee ee ee ee £3,062 10 0 


(b) Under the new provisions, a deduction is allowed, in calculating 
the amount, if any, subject to the special tax, of dividends paid 
out of the taxable income of the year of income— 
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(i) before the expiration of six months after the close of that 
year in the case of a resident company, or 

(ii) before the expiration of nine months after the close of 
that year in the case of a non-resident company. 





WHEN COMMONWEALTH INCOME TAX PAYABLE 


Section 204 (1) of the Commonwealth Income Tax Assessment Act 
of 1936 provided that any income tax assessed was due and payable 
sixty days after the service of a notice of assessment. 

Section 204 was amended by Act No. 17 of 1940 to the effect that 
private company tax and the tax on the undistributed incomes of non- 
private companies shall be due and payable thirty days after the service 
of a notice of assessment. 

By the Income Tax Assessment Act (No. 2) of 1940 the whole of S. 
204 has been repealed and the following section has been inserted in 
its stead :— 

“204. Subject to the provisions of this Part, any income tax assessed 
shall be due and payable by the person liable to pay the tax on the date 
specified in the notice as the date upon which tax is due and payable, 
not being less than thirty days after the service of the notice.” 

The Commissioner is thus now empowered to specify any day as the 
due date of payment of Commonwealth income tax, provided that such 
date is not less than 30 days after the service of the notice of assess- 
ment. It is understood, however, that in the case of individuals and 
companies, not subject to the new provisions relating to collection of 
Commonwealth income tax by instalments, the due date of payment 
of ordinary income tax will be fixed at 60 days after the service of 
notice of assessment. 

New S. 204 applies to all assessments for the financial year beginning 
on July 1, 1940 (year of income ended June 30, 1940) and all subse- 
quent years. 

As a consequence of the above amendment, S. 205 of the Common- 
wealth Act has been altered to read:—‘‘Where the Commissioner has 
reason to believe that a person liable to pay tax may leave Australia 
before the date on which the tax is due and payable, the tax shall be 
due and payable on such date as the Commissioner notifies to that 
person.” 





Composite INCOMES 
Short Cut for Calculation of Commonwealth Income Tax 
The following is a short cut prepared by Mr. A. A. Fitzgerald for 
the calculation of Commonwealth income tax on composite incomes :— 
Calculate the weighted average of £750 and £600, multiplied by the 
taxable income from personal exertion and property respectively, deduct: 
ing this from the total taxable income, and halving the remainder. 
Example: 
Personal Exertion .. .. .. .. .. .. .. £3,000 
EE ah GG Ud 48) be..O8- Se et eK ON 2,000 





Total taxable income .. .. .. .. .. £5,000 
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Personal Exertion Rate— 






































OR 3 Se en ee £375 
S500 at BO/- .. .. « 1,750 
£5,000 8/6 £2,125 
Property Rate— 
Sl foe Mt Sf- .. .. «. £300 
3,800 at 10/-.. .. 1,900 
£5,000 at 8/9°6 £2,200 
Calculation of Tax— 
Personal Exertion £3,000 at 8/6 £1,275 
Property £2,000 at 8/9°6 . 880 
—— £2,155 
Short Cut— 
3 at £750 £2,250 
2 at 600 1,200 ( 
5 £690 £3,450 
Taxable Income .. .. £5,000 ( 
Less .. 690 ( 
£4,310 | 
Tax Pay Pe 
ax Payable— e 
One half of £4,310 .. £2,155 Ta 
Re-INSURANCE WITH PERSONS RESIDENT OuT OF AUSTRALIA 
In the April, 1939, issue of the journal, at p. 183, it was reported 
that the Commonwealth Act, S. 148, had been amended by excluding ( 
from the assessments of Australian insurers the re-insurance premiums 
paid to, and the recoveries received from, ex-Australian re-insurers. ( 
The full profit or loss arising from the risk is thus now reflected in the ( 
assessment of the Australian insurer. ( 
By the Amending New South Wales Act of 1940, a similar alteration ( 
has been made to S. 191, bringing it into line with the Commonwealth 
Act. The new provisions apply to assessments for income year ended 
June 30, 1936, or substituted accounting period, and all subsequent 
income years. 
By the Amending Act No. 12 of 1940, S. 147 of the Western Austra- 
lian Principal Act has been repealed and a new section corresponding to 
S. 148 has been inserted in its stead. 
CoMMONWEALTH INSTITUTE OF ACCOUNTANTS (\ 
Final Examination, October, 1940. ( 
Federal Income Tax Law and Practice. ( 
Model Answers. (fi 
(N.B.—The numbers in square brackets refer to the relevant para- (1: 
graphs of “Commonwealth Income Tax” and Supplement, by J. A. L. 
Gunn. ) (1: 
Question 1——John Brown, a resident of Sydney, supplies you with (1 


the following information for the purpose of compiling his Federal 


Income Tax Return for the year ended June 30, 1940:— 
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(1) Share of Partnership Income from manufacturing 
SE ka iar ae’ Geen on ot as . £400 
(2) Interest on Capital in above business—charged in 
Partnership Accounts prior to ascertainment of above share 100 
(3) Retiring Allowance on relinquishing his position prior to 


commencement of Partnership .. .. .. .. .. .. .. 1,000 
(4) Gross Rents .. .. , eee, 
(5) Dividends—South Australian Gold Mines Ltd. .. £80 
West Australian Pastoral Co. Ltd. .. 100 
Biectrec Shes EAE... 02 ws ce oe ss ® 
— 230 
(6) Commission paid for Rent Collections .. .. .. .. .. .. 20 
(7) Interest paid on Mortgage of Properties .. .. .. .. 50 
(8) Life Assurance Premiums on Taxpayer’s Life .. .. 120 
(9) Medical Expenses cf Taxpayer .. .. .. .. .. .. .. 30 
(10) Medical Expenses of Wife .. .. .. .. .. .. .. «. 50 
(11) State Income Tax—Personal Exertion, £50; 
ES a ner 
(12) Federal Income Tax—Personal Exertion, £30; 
NN EE A er 
— 115 
(13) Rates, Repairs, etc. .. .. , 40 


(14) His wife has a separate income ‘of £60, ‘but the Taxpay er 
contributes to her maintenance. 
Prepare his Income Tax Schedule, distinguishing between his Net 
Personal Exertion Income and Net Property Income, and state his 
Taxable Income and his Statutory Exemption. 


Answer 1: Gross Income PE. Pty. 
(Incl. 
d Dividends) 
1g (1) Share of Partnership Income 
ns (Manufacturing business) [13] and [227] .. .. £400 -- 
S. (2) Interest on Capital in above business [229] .. 100 — 
1e (3) Retiring allowance [28] Sal of £1000 peepee 50 -- 
(4) Gross Rents [13] and [14] . — 250 
on (5) Dividends [106] et seq. 
th South Australian Gold Mines Ltd. exempt 
od SEGRE CE nw on ce cs we oe — 
nt West Australian Pastoral Co. Ltd. .. .. £100 
ee 50 
a- —_— — 150 
“ £550 £400 
Deductions 
(6) Commission paid for Rent Collections .. .. .. — £20 
(7) Interest paid on mortgage of properties .. .. 50 
(8) Life Assurance premiums [194] .. .. .. .. .. £100 -- 
(9) and (10) Medical Expenses [192] .. .. .. .. 50 -— 
(11) State Income Tax [144] . Me 50 20 
a- (12) Federal Income Tax (not allowable " deduction) 
L. [145] . as be ie we S$ La ae nes a Oe 
(13) Rates, Repairs, ees pees Pour — 40 
th Spouse allowance, [189] nil a ee 

















THE AUSTRALIAN ACCOUNTANT FEB. 














Summary 
Caen DON. 3. sc ce xk ca Ks 0s ae se ae ow Eee ee 
Deductions so aomeed tons ee aie anche Gh aes tai! 200 =130 
ee Ps oo. cs own be. 4@S) bors er es. 8 ee ae 
I I 93 oa, ACEO ho wate be aioe Se ee 
Statutory Exemption [196] Supp. .. .. .. .. .. .. .. Nil 
YN OD oe Geek ba. we. fa 408) cn 66 0 6: 





Comments.— 

(10) It is assumed that the taxpayer’s wife is a resident of Aus- 
tralia [192]. 

(13) In claiming the rates, repairs, etc., £40, as a deduction from 
property income, it is assumed that this expenditure was 
incurred in connection with the rent-producing properties. As 
to rates paid on non-income producing properties, see [145]. 

(14) It is assumed that the separate income of £60 of the taxpayer’s 
wife represents her met income. If this is the case, the tax- 
payer is not entitled to the spouse allowance of £50 [189]. 

Question 2——An Australian Company issued Debentures in Australia 

upon which interest has to be paid. Certain Debenture-holders— 
individuals and Companies—who are non-resident instruct the Com- 
pany to remit their interest to them abroad. 

The Company desires to know if, by so doing, it incurs any liability 

for the Federal Income Tax. Advise it fully on the position. 

Answer 2.—Where interest is paid or credited by a Company to any 

person who is a non-resident [19] and [22], 

(a) on money secured by debentures of the Company, and used 
in Australia, or used in acquiring assets for use or disposal 
in Australia; or 

(b) on money lodged at interest in Australia, with the Company, 
the Company shall be liable to pay, at the rate declared by Parlia- 
ment, 

(i) where the person to whom the interest is paid or credited is a 
company, income tax upon that interest; and 

(ii) where the person to whom the interest is paid or credited is not 
a Company, income tax upon so much of that interest paid or 
credited in the year of income as exceeds £250. [47] and 
Supplement. 

The Company, however, is not liable to pay the tax in the following 

circumstances :— 

(a) Where it establishes to the satisfaction of the Commissioner, 
that the recipient (whether a Company or an individual) can 
enforce payment without deduction; [48] 

(b) Where the lender is a Company which, though a non-resident, 
is carrying on business in Australia, and which has a public 
officer, unless the Commissioner, by notice in writing to the Com- 
pany paying or crediting the interest, directs that tax shall be 
deducted. [49]. 

Where interest is paid or credited by a Company in respect of 

debentures payable to bearer, the names and addresses of the holders 
of which are not supplied to the Commissioner by the Company, the 


Company paying the interest shall be liable to pay income tax upon the | 


total amount so paid or credited in respect of those bearer debentures. 


The rate of tax is that which would be applicable if the total amount © 
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year of income. The above problem is fully explained and illustrated in [254] Supplement. 
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of interest so paid or credited were the taxable income (from property) 
of one individual, the rate of tax payable being that in force at time 
of payment. 








The Company may deduct and retain for its own use from the amount 
payable to any such debenture-holder a proportionate amount of the 
tax. Where the Commissioner is satisfied that the recipient is not 
liable to furnish a return, the Commissioner is required to refund to 
the recipient the proportion of tax paid by the Company in respect 
of his debentures. [50]. 

Question 3.—The Profit and Loss Account of a private non-resident 
Trading Company carrying on business within and without Australia 
discloses :— 

Australian Net Profits .. .. . .. £10,000 
Ex-Australian Net Profits (non- taxable) . .. 30,000 
pO NG ee ee ae a a 

An examination of its records shows :— 

(1) Federal Income Tax of £1,000 was paid, but not charged to 
the Profit and Loss Account. 

(2) Depreciation of £3,000 in excess of the amount allowed by the 
Federal Income Taxation Department for Income Tax purposes 
was included in the Profit and Loss Account. 

A dividend of £30,000 was paid wholly out of the net profits of 

the year of income. 

What is the undistributed amount on which the Company is liable 
for Private Company Tax? 

Set out your answer in statement form. 

Answer 3.— 

Taxable Australian Net Profit .. .. .. .. .. .. .. .. .. £10,000 


Non-taxable Ex-Australian Net Profit ot eee ee gk 30,000 


Total net Profit, as per Company’s Profit and Loss Account £40,000 
Distributable Income ees ee - 














Taxable Australian Net Profit .. .. .. .. .. £10,000 
Add Excess Depreciation disallowed .. .. .. .. .. .. .. 3,000 
Taxable Income .. . £13,000 
Deduct Federal Income Tax paid "(not “included in Profit 
and Loss Account) . ete ee ue be ba HS. +4 BA 1,000 
oo ee ae ee eee ae a ee ee 
Undistributed Amount : 

Distributable Income (as _ * ea eae 
SE EE ok. 4c co Sp Oe. oa. BS. Os ba 46 BO 82 3,000 
Sufficient distribution [253] Supplement .. .. . .. £9,000 
1Dividend deemed to be paid thereout [254] Supplement 

10,000 

40.000 of £30,000 7,500 


Undistributed Amount Subject to Private Company Tax .. £1,500 


Question 4.—What is the formula for determining the rates of 
1. It must be assumed that the Dividend was paid within 6 months after the close of the 
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Federal Income Tax applicable to Personal Exertion Income derived 
during the income year ended June 30, 1940? 

Answer 4.—The rates of Federal Income Tax applicable to Personal 
Exertion Income derived during income year ended June 30, 1940, 
are as follows :— 

If the taxable income does not exceed 


If the taxable income exceeds £500 but T— 
does not exceed £1,000, the rate of + 5 + ~ pence 
tax for every £ of taxable income is 30 

If the taxable income exceeds £1,000 but ie 
does not exceed £4,200 the rate of tax f 15 + Samed. pence 
for every £ is 100 

If the taxable income exceeds £4,200— 
(a) the rate of tax on the first £4,200 is 474d. 
(b) the rate of tax on the remainder is 90d. 


See [423] Supplement p. 35. 

Question 5.—A.B. intends to enlist in the A.I.F. His employer has 
promised to make up the amount by which his salary prior to enlist- 
ment exceeds his service pay. 

What is his position with regard to Federal Income Tax? 

Answer 5.—If A.B. joins the A.I.F., his pay and allowances earned 
in the A.I.F. will be exempt from Commonwealth Income Tax from 
the date of his enlistment to the date of his discharge, or termination 
of his appointment, provided he embarks for service outside Australia 
prior to June 30, 1941, that is, one year after the close of income year 
ended June 30, 1940. This exemption from Commonwealth Income 
Tax does not extend to the amount of salary made up by his employer. 

The Commonwealth Income Tax Assessment Act provides that the 
above conditions shall continue in force until 12 months after the 
date of the issue of a proclamation that the present war has ceased. 
[69A] Supplement. 

Question 6.—A taxpayer desires to know whether he can claim any 
deductions for :— 

(1) His wife. 

(2) A female relative who attends to the housekeeping and has the 

care of his only child aged 17 years. 

(3) His child. 

(4) Funeral expenses amounting to £60, paid during the year. 

Advise him fully, giving reasons for your answers and also state 
from what income they are deductible. 

Answer 6.—If the taxpayer is a resident [19] (and Supplement) of 
Australia, (or of Papua, New Guinea or Norfolk Island [23]), the 
following provisions will apply :— 

(1) He is entitled to an allowance of £50 in respect of his wife, 

provided— 

(a) she is also a resident of Australia or Papua, and 

(b) she is wholly maintained by the taxpayer. 

The wife shall be deemed to be wholly maintained by the tax- 
payer if her separate net income derived from all sources in 


the year of income does not exceed £50, and the taxpayer 


contributes to her maintenance. 


A proportionate allowance is granted where the wife is wholly 7 


maintained by the taxpayer during part only of the year of 
income. [189]. 
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(2) In this case, the taxpayer is not entitled to the dependent relative 

allowance of £50. This allowance is granted only to a widower 

or a widow ([190] and Supplement) who are residents of 

Australia, Papua, New Guinea, or Norfolk Island, provided— 

(a) the relative is a female; 

(b) has the care of any of the taxpayer’s children who are 
under 16 years of age; 

(c) the relative is also a resident of Australia or Papua, and 

(d) the relative is wholly maintained by the taxpayer. 

As regards (d), the same conditions as stated in the answer 
to (1) apply. 

As the child is over 16 years of age, he is not entitled to the 

child allowance of £50. The conditions for this allowance are :— 

(a) The child must be a resident of Australia or Papua, 

(b) be under 16 years at the beginning of the year of income, 
and 

(c) be wholly maintained by the taxpayer. 

The child need not be a child or any other relative of the 
taxpayer. As regards the provision for a proportionate child 
allowance, see [191]. 

(4) Funeral expenses not exceeding £20 in the aggregate are allowed 
to resident taxpayers in respect of funeral and_ burial 
or cremation expenses arising out of the death of his or her 
spouse, or his or her child under 21 years, provided— 

(a) the spouse or child was, at the time of death, a resident 
of Australia, or Papua, and 

(b) these expenses are not recouped to the taxpayer by any 
society or association. [193]. 

The above deductions, referred to as “concessional deduc- 
tions,” are deductible firstly from personal exertion income, 
next from property income other than dividends, and lastly from 
income from dividends. [195]. 

Question 7—Upon what property is depreciation allowed? 

What is the basis of depreciation and how is it calculated? 

Answer 7.—Depreciation is allowed in respect of any property, being 
plant or articles owned by a taxpayer, which has been either— 

(a) used by him during the year of income for the purpose of 

producing assessable income, or 

(b) installed ready for use for that purpose and is, during the year 
of income, held in reserve. [158]. 

“Plant” includes— 

(a) animals used as beasts of burden or working beasts, in a business 
other than a business of primary production ; 

(b) machinery, implements, utensils and rolling stock; and 

(c) fences, dams and other structural improvements on land which 
is used for the purpose of agricultural or pastoral pursuits, but 
does not include improvements used for domestic or residential 
purposes. [159]. 

In the first calculation of depreciation to be allowed the Commissioner 
is required to make an estimate of the effective life of the unit of 
property, assuming that it is maintained in reasonably good order and 
condition. The annual depreciation allowable is fixed in accordance 
with the Commissioner’s estimate. Thus, if the effective life of the 
unit were estimated to be 5 years, the annual allowance for depreciation 
would be 20%. [160]. 

The Act provides alternative schemes under which the allowance 


(3 
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for depreciation may be calculated, namely, diminishing cost, or prime 
cost. [161]. 

The allowance for depreciation is based on diminishing cost unless 
the taxpayer exercises an option to have the allowance calculated under 
the prime cost method. [162]. If the taxpayer elects the prime cost 
method, he must notify his election in accordance with Form 6 of the 
Regulations, which shall be signed by the taxpayer, and delivered to 
the Department on or before the date of the furnishing of the first 
return to which the election applies. This notification then applies to 
all units of property in respect of which depreciation is allowable. [163]. 

Question 8..—A and B have been partners for some years, sharing 
profits and losses equally. In 1939 A brings in his wife as a partner, 
giving her one half of his interest. She is a nominal partner only and 
has not the real and effective control of her share of the net income. 

What action may the Commissioner take? 

Answer 8.—As A’s wife has not the real and effective control and 
disposal of her share of the net income of the partnership, the Com- 
missioner may invoke the provisions of Section 94. He may assess 
the additional amount of tax that would be payable if the share of the 
nominal partner (A’s wife) had been received by A and had been 
added to and included in A’s assessable income, and the partnership 
is liable to pay the tax so assessed. In this case A’s wife’s share of 
the net income of the partnership will not be included in her assessable 
income. It is to be observed that the Commissioner is not bound to 
assess in the above manner. He would not do so if it were profitless 
to the Revenue. It is also to be noted that the partnership, and not 
the dominant partner or partners, is liable to pay the tax so assessed. 

A partner shall be deemed not to have the real or effective control 
and disposal of any money received by him which is applied to meet the 
private or domestic obligations of any other partner. 

The above problem is fully explained and illustrated in [233] Sup- 
plement. 





Unused Capacity 


By Ronatp W. T. OsorN, A.F.1.A., A.C.A.A. 


What is “Unused Capacity”? 

The “Unused Capacity” of a manufacturing enterprise is the 
difference between the capacity required to produce and handle the 
normal requirements of the organisation, and the maximum economic 
output the production of which can safely be maintained, that can be 
produced and handled according to the requirements of the particular 
trade in which the enterprise is interested. If the trade for which the 
enterprise is competing is regular throughout the year, or if the articles 
produced are non-perishable and of standard design, thereby enabling 
production to be carried on regularly throughout the whole year, then 
the problem is simplified—a factory producing 9,000 units per annum, 
but capable of producing 12,000 units per annum, would have an Unused 
Capacity of 3,000 units. If the trade is very seasonable and the article 
is of a non-perishable nature or subject to sudden changes in fashion, 
then the problem requires very careful consideration—a factory capable 
of producing 2,000 units per month is required to produce 10,000 units 
per annum when demanded by the particular trade. Is the difference 
between the actual capacity and the theoretical capacity, a difference of 
14,000 units, Unused Capacity? No. This plant is absolutely necessary 
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FIGURE 1 (continued). 


STATEMENT OF PROFIT & LOSS FOR YEAR ENDING 
30th JUNE, 1940 














es catistie ook es, eat 100-0% £50,000 0 0 
een NN OO a sk. Gnd ae ee en 80-0% 40,000 0 0 
NS ee aa ae ere ee 20-0% £10,000 0 0 
ee I es as as Ae Ge aN as 16-0% 8,000 0 0 
Administration Expenses .. .. .. .. .. .«. 6:0% 3,000 0 0 

22:0% £11,000 0 06 
ee ee ee 2:0% £1,000 0 0 








to produce the 10,000 units when required. If the plant were any 
smaller it would be found to be impossible to supply the 10,000 units 
at the time same are required. The capacity of the plant is not deter- 
mined by its theoretical capacity, but by its ability to have its production 
available to fill orders as and when required or received. This plant, 
although theoretically capable of producing 24,000 units, can, when 
put to the test of actual practical requirements, only fill orders to the 
extent of 10,000 units, and therefore 10,000 units is its real capacity, 
and the whole of the costs of manufacuring, marketing, selling, and 
administration, must be recovered in these 10,000 units. In this particu- 
lar example there is no problem of Unused Capacity. But, if the above 
plant is actually producing and handling 10,000 units but is capable of 
producing and handling 15,000 units per annum as demanded by the 
trade in which the particular enterprise is interested, then the factory 
has an Unused Capacity of 5,000 units per annum. It is very essential 
to have a very clear understanding of exactly what is meant by the 
term “Unused Capacity.” 


Elements of Unused Capacity 


The next point to be considered is, “Of what elements does Unused 
Capacity comprise?” If an enterprise has a real capacity of 15,000 
units, but is normally actually producing and handling 10,000 units per 
annum, then it is obvious that the manufacturing organisation is over- 
capitalised, but it must be remembered that production may require to 
be marketed, it must be sold, while administration is essential to manage 
and control the enterprise. Thus Unused Capacity may be found to 
exist in all the functions carried out by the enterprise. In the example 
used in this article, it will be seen that the enterprise carries out the 
functions of marketing, selling, and administration, and that Unused 
Capacity is found to exist in the organisation carrying out each 
function (see Fig. 2, “Unused Capacity Account’). Each function 
carried out by the enterprise can be analysed into the various activities 
carried out by the different departments and cost centres. It may be 
found that some of the departments or cost centres are being used to full 
capacity, while others may be found to be capable of being used to a far 
greater extent. Thus it will be realised that Unused Capacity can first 
be analysed according to the different functions carried out by the 
enterprise, and can then be re-analysed according to the departments of 
cost centres carrying out the various activities comprising each function. 
Refer to Fig. 2 (Statement of Unused Capacity for year ending 30th 
June, 1940) and it will be seen that Unused Capacity has first been 
analysed into functions, namely, manufacturing, selling, and adminis- 
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(Statements prepared aficr separating the costs of Unused Capacity from te costs Of Used Capacity) 


FIGURE 2. 


MANUFACTURING ACCOUNT (USED CAPACITY) FOR YEAR ENDING 30th JUNE, 1940 
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tration, while the function of manufacturing has been re-analysed into 
Department 1 and Department 2. The functions of selling and adminis- 
tration could also be re-analysed in the same manner, but practical 
factors must also be taken into consideration, and, as this is a small 
enterprise, these refinements are not considered practicable. In the 
above consideration another point may be noted, each function and the 
various departments and cost centres into which each function is divided 
may be divided into two sections—“Used Capacity” and “Unused 
Capacity.” The significance of this fact will be seen in the next 
paragraph. 


How Should Unused Capacity be Dealt With? 


Where Unused Capacity is found to exist, the next problem to be 
considered is, “What administrative action is indicated?” This will 
depend on the seriousness of the position, but may consist of either one 
or more of :— 


Liquidation or amalgamation ; 
Re-organisation of capital ; 

Introduction of allied or joint products ; 
Improving the commodities produced ; and 
The introduction of a more vigorous sales policy, including the 
finding of new uses and new markets for the products. 

The decision on this matter and the working out of the full details of 
the plan involved will take a considerable time, as much additional 
information will probably be required. In the meantime another funda- 
mental problem must be solved, “Can the cost of ‘Unused Capacity’ in 
all its different phases be legitimately recovered as part of the cost of 
the various functions carried out by the enterprise?” ‘The answer is 
a very emphatic No. The over-capitalisation of the facilities required to 
carry out the functions of the enterprise has nothing whatever to do 
with the economic production and handling of the commodities pro- 
duced. The true costs of the enterprise are limited to all costs 
necessarily and economically incurred so that the production, handling, 
and disposing thereof may be efficiently carried out at the lowest cost, 
having due regard to the decencies of humanitarian principles. The 
costs of Unused Capacity cannot by any stretch of imagination be 
included in this category, and should, therefore, be kept separate from 
the costs which may be legitimately recovered. Apart from technical 
considerations, the price at which production is sold is fixed by 
competition, and as the tendency in every industry is for the majority 
of the enterprises competing for the trade available to be efficient plants 
unburdened by Unused Capacity, it naturally follows that the price 
obtained will be insufficient to enable the costs of Unused Capacity to 
be recovered. Thus both theory and practice make it essential that the 
costs of Used Capacity and Unused Capacity should be kept separate, 
and only by doing this can the whole problem to be solved by the 
executives responsible for the administration be revealed—and it must 
be fully revealed as it affects every function, and every department 
or cost centre into which each function is divided. Figure 1 shows the 
Manufacturing Account, a subsidiary Product Manufacturing Account, 
and Statement of Profit and Loss, while Figure 2 takes the two accounts 
and the statement and analyses them according to Used Capacity and 
Unused Capacity. It will be seen that Product A, which actually costs 
£22/16/- to manufacture (Fig. 2), does, because of the influence of 
the cost of Unused Capacity in the production organisation, have its cost 
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inflated to £24/4/6 (Fig. 1). Also, according to the Statement of 
Profit and Loss in Fig. 1, a nett loss of £1,000 was incurred, but Fig. 2 
reveals that the Used Capacity actually earned a nett profit of £2,750, 
but owing to a nett loss of £3,750 caused by the costs of Unused 
Capacity, this nett profit was converted into a nett loss of £1,000 for 
the whole organisation as shown by Fig. 1. The Statement of Unused 
Capacity (Fig. 2) clearly reveals the whole problem of Unused 
Capacity, which must be overcome by the executives responsible for 
the administration of the enterprise. 

The next problem to be considered is “How is the division of costs 
between Used Capacity and Unused Capacity to be made?” This 
division of costs practically involves the building and operating, on 
paper, of the whole organisation at the correct size, and by comparing 
the costs so obtained with the costs of the actual enterprise under 
consideration—the difference being the costs of Unused Capacity. 
These costs of Unused Capacity should normally be comprised of all 
Fixed Expenses and not Variable Expenses, as usually it is possible 
to control this latter class of expense so that the cost per unit is correct. 

As a solution or partial solution of the problem of Unused Capacity, 
it is now assumed that the executives responsible for the administration 
of the enterprise decided :-— 

1. To manufacture certain commodities, which will recover the 
whole of the fixed expenses as well as the variable expenses, and 
show a nett profit; and 

2. To manufacture certain commodities, which will recover the 
whole of the variable expenses, and make a contribution towards 
the fixed expenses. 

The costs relating to the manufacture of the additional commodities will 
be determined in exactly the same manner as for the commodities 
already being produced—with one difference: it will be necessary to 
transfer from the Unused Capacity Accounts the amount of the costs 
of Unused Capacity recovered in the manufacture of the additional 
commodities. As these additional commodities are sold, it will be 
necessary to transfer from the Unused Capacity Accounts the amount 
of the costs of the different functions recovered in the sale of these 
commodities. Thus the Statement of Unused Capacity (see Fig. 3) 
will reveal the progress made towards solving the problem of Unused 
Capacity. The Unused Capacity Accounts will not be adjusted each 
year, but will commence with the costs of Unused Capacity as originally 
determined, and will be credited with the costs recovered in the manu- 
facture and sale of the commodities being produced in an effort to 
overcome the problem. Thus by comparing each succeeding Statement 
of Unused Capacity with those of previous years, the progress made 
or retrogression sustained in the attempt to overcome the difficulty will 
stand out in bold relief. When the problem of Unused Capacity has 
been overcome or is determined, then the Unused Capacity Accounts 
will be discarded as same are no longer required. 

In this article no consideration has been given to Idle Capacity caused 
by fluctuations of trade from year to year, or as between different parts 
of the year. Consideration has been given to the more serious problem 
arising where normally sufficient sales cannot be obtained to enable the 
whole organisation to be used to its full capacity. 
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Statements of Affairs and Liquidators’ Statements—ll 


By Percy E. WILTSHIRE, A.I.C.A., F.A.I.S. 












































(A lecture delivered to the Commonwealth Institute Students’ Society, 
Sydney) 


DEEDS OF ASSIGNMENT AND SEQUESTRATION ORDERS 


As accountants, you are more likely to come into contact with 
Deeds of Assignment than with Sequestration Orders. The former are 
administered by registered trustees, usually accountants, and the latter 
are administered by a Government official, known as the Official 
Receiver. 

Deeds of Assignment are resorted to usually by insolvent business 
men, whereas Sequestration Orders are made in respect of various 
classes of debtors, e.g., farmers, miners, labourers, etc. For the year | 
1939, 324 Sequestration Orders were made and 242 Deeds of Assign- 
ment were executed. For the year 1940 to date, 233 Sequestration 
Orders have been made and 235 Deeds of Assignment have been exe- 
cuted. These figures are quoted to indicate how essential it is that 
accountancy students should have a knowledge of the preparation of a 
Statement of Affairs for an Assigned Estate. 


Deficiency Account 
A Statement of Affairs for an Assigned Estate may be accompanied 
by a Deficiency Account drawn up somewhat similarly to the one that 
I have already explained in connection with Estates in Bankruptcy. I 
have prepared a specimen of a Deficiency Account, which reconciles 
with the specimen Statement of Affairs (Fig. 2). 


FIGIIRF 2. 


LiguIpATors’ STATEMENTS 


The scope of this lecture, in so far as Liquidators’ Statements are 
concerned, is somewhat difficult to define. I venture to suggest that 
there is sufficient scope in regard to reconstructions, amalgamations 
and absorptions to form the subject of a separate lecture, and I propose, 
therefore, to confine my remarks under this heading mainly to the 
winding up of insolvent companies. 


Statements of Affairs of Companies 


Under the following Sections of the Companies Act, the onus is 
thrown on the directors of the company to prepare a Statement of 
Affairs for presentation to the Official Liquidator in the case of a 
compulsory winding up, or to a meeting of members in the case of a 
members’ voluntary winding up, or to a meeting of members and a 
meeting of creditors in the case of a creditors’ voluntary winding up :— 


Section 222 (Compulsory winding up). 

Section 265 (Members’ voluntary winding up). 

Section 273 (Creditors’ voluntary winding up). 

Under Section 222, the Statement of Affairs must be submitted to 
the Official Liquidator in the prescribed form, Form 29 (Rule 52). 
which, similarly to the form prescribed under the Bankruptcy Act, 
consists of a Statement of Affairs supported by several sheets or lists, 
viz.— 
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List A. Unsecured Creditors. 
List B. Fully Secured Creditors. 
List C. Partly Secured Creditors. 
List D. Bills Discounted. 

List E. Other Liabilities. 

List F. Preferential Creditors. 
List G. Debenture Holders. 

List H. Property. 

List I. Debts due to the Company. 
List J. Bills Receivable. 

List K. Unpaid Calls. 

List L. Founders’ Shares. 


List M. Ordinary Shares. 

List N. Preferential Shares. 

List O. Deficiency Account. 

List P. This sheet is to be used in substitution for such of the lists 

A to O as will have to be returned blank. 

As companies are compelled by law to keep proper books and to have 
them audited, a Statement of Affairs in a voluntary winding up 
generally takes the form of a Balance Sheet. Sometimes it is advisable 
to convert a Balance Sheet into a Statement of Affairs. 


Liquidator’s Statements of Realisation and Distribution 
Section 270 provides that in the event of a members’ voluntary 
winding up continuing for more than one year, the liquidator shall 
summon a general meeting of the company at the end of the first year 
from the commencement of the winding up, and of each succeeding 
year, or as soon thereafter as is convenient, and shall lay before the 
meeting an account of his acts and dealings and of the conduct of the 
winding up during the preceding year. 

Section 271 provides that the liquidator shall call a general meeting 
as soon as the affairs of the company are wound up, and lay before such 
meeting an account of the winding up. 

Sections 279 and 280 contain similar provisions regarding a creditors’ 
voluntary winding up, but in this case a meeting of creditors as well as 
a meeting of members must be held annually during the winding up, 
and a final meeting of each at the conclusion of the winding up. 

Section 265 defines a members’ voluntary winding up and a creditors’ 
voluntary winding up. Briefly it is this: 

If the directors of a company, which it is proposed to wind up, 
make, and file with the Registrar General, a statutory declaration 
to the effect that they have made full inquiry into the affairs of the 
company, and they have formed the opinion that the company will 
be able to pay its debts in full within twelve months from the com- 
mencement of the winding up, it is referred to as a members’ 
voluntary winding up. 

Any voluntary winding up, other than the above, is referred to as 
a creditors’ voluntary winding up. 

The accounts to be presented to members’ and creditors’ meetings 
are: 

1. Realisation Account for the year; 

2. Profit and Loss on winding up for the year; 

3. Statement of Realisation and Distribution of Assets for the year; 

4. Balance Sheet as at the date to which the accounts are made up. 
A specimen set of the above statements is submitted for your inspection. 
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The specimen set of Liquidator’s Statements refer to an imaginary 
company (Keystone Construction Co. Ltd.) which is being wound up 
as a creditors’ voluntary winding up. The resolution to wind up the 
company was passed on 30th September, 1937, and an abridged copy 
of the company’s Balance Sheet at date of commencement of winding 
up (Fig. 3) shows the company to be insolvent, the debit balance in 
Profit and Loss Appropriation Account considerably exceeding the 
amount of paid up capital. 

The company had a number of uncompleted contracts at date of 
commencement of winding up, and with a view to avoiding penalties 
for non-completion of contracts, and with a view to a more beneficial 
winding up, the liquidator completed the contracts. The winding up 
proceedings, therefore, occupied a more lengthy period than is usually 
taken by a liquidator in the winding up of a company which ceases 
operations immediately after a resolution to wind up. 

Meetings of members and of creditors are held annually during the 
winding up, and statements are presented to those meetings by the 
liquidater, as already stated. 



























= 24 


Realisation Account for the Year (Fig. 4) 


This is a summarised statement of the Realisation Account in the 
liquidator’s books. On the left hand side are shown the book values of 
the assets sold during the year, and on the right hand side are shown 
the amounts realised for the assets sold. The difference in this instance 
is a loss of £297/10/- on realisation for the year. This amount is carried 
down to Part 2 of the same statement, and, with the addition of costs, 
charges, and expenses of realisation, gives the total loss on realisation 
for the year, amounting to £340, which is transferred to the debit of 
Profit and Loss on Winding Up Account. 


5. 
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FIGURE 


Profit and Loss on Winding Up Account (Fig. 5) 


The debits to this account consist of the above-mentioned loss on 
realisation for the year, and the liquidator’s remuneration and expenses. 
The debit balance in this account, which is the net loss on winding up 
for the year, is carried forward with the accumulated losses on winding 
up and is shown on the assets side of the Balance Sheet. 


Statement of Realisation and Distribution (Fig. 6) 


This is a cash statement of summarised receipts and disbursements 
showing on the left hand side proceeds of realisation and other receipts 
to date, and, on the right hand side the manner in which the money has 
been distributed. The specimen statement shows the receipts and pay- 
ments in summarised form for three years from date of commencement 
of winding up. 


Balance Sheet as at September 30, 1940 (Fig. 7) 


The Balance Sheet as at September 30, 1940, shows, on the left 
hand side, the amount still owing to creditors after the liquidator has 
made the distribution shown in Fig. 6. On the right hand side are 
shown the remaining assets after taking into account the realisation 
shown on Fig. 6. 

It will be noted that the Balance Sheet (Fig. 7) and the Statement 
of Realisation and Distribution (Fig. 6) “tie up” with the Balance 
Sheet as at the date of commencement of winding up (Fig. 3). 
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Fitinc oF Ligurpator’s ACCOUNTS WITH REGISTRAR-GENERAL 


Section 316 and its relevant Regulation 14 of the Companies Act 
provide that, where a company is being wound up voluntarily, or under 
the supervision of the court, the liquidator shall file with the Registrar- 
General, every six months, a cash statement of realisations and disburse- 
ments in the prescribed form, accompanied by a statement of the 
proceedings in and position of the liquidation. These statements must 
be verified by statutory declaration. 

A specimen of each of the statements to be filed by a liquidator with 
the Registrar-General is submitted for your inspection. They are:— 

Statutory Declaration (Fig. 8). 
Liquidator’s Statement (Fig. 9). 
Liquidator’s Account (Fig. 10). 

It will be noted that the Liquidator’s Statement (Fig. 9) to be filed 
with the Registrar-General, although compiled in an entirely different 
form, contains the same information as the Balance Sheets (Figs. 3 and 
7) and that the totals of the Liquidator’s Account (Fig. 10) agree with 
the totals on the Statement of Realisation and Distribution (Fig. 6). 


ADJUSTMENT OF RIGHTS OF CONTRIBUTORIES, AND RETURN OF CAPITAL 

Unfortunately, time will not permit of sufficient amplification of 
this subject to include a comprehensive explanation of the more 
intricate aspects of liquidation accounts, involving the return of capital 
to shareholders, and the adjustment of the rights of contributories 
among themselves. These aspects, being more favoured by examiners, 
are more fully dealt with in text books, although, in practice, such 
liquidations are much less common than liquidations of insolvent 
companies. Briefly, however, the principles to be applied are :— 

1. A shareholder is not entitled to the return of any capital until 
creditors have been paid in full. 
Unpaid calls, and uncalled capital, are virtually assets of the 
company in liquidation, and the liquidator may proceed to collect 
the unpaid calls, and to call up the uncalled capital to the extent 
required for payment of creditors’ claims in full, and for adjusting 
the rights of contributories. If there are insufficient funds out 
of which to pay creditors in full, and to return capital in full to 
shareholders, the rule is that all of the holders of the same class 
of shares must lose the same amount per share. 


bo 


FIGURE 8. 
KEYSTONE CONSTRUCTION CO. LTD. (IN LIQUIDATION). 
STATUTORY DECLARATION. 


I, Percy Vere, of Messrs. Delvin & Seemore, Public Accountants, of Morelight 
Street, View Point, do solemnly and sincerely declare that the particulars entered 
in the account and statement hereunto annexed marked “A” are correct and truly 
set forth all money in my hands or under my control, representing undistributed 
assets of the above Company. 

I further say that there are no unclaimed moneys held by me and that the 
particulars given with respect to the proceedings in and position of the liquidation 
are true to the best of my knowledge and belief. 

And I make this solemn declaration jointly and severally conscientiously 
— the same to be true and by virtue of the provisions of the Oaths Act 


Declared at Sydney this thirtieth 
day of September, 1940, before me 
J.P. 
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FIGURE 9. 
KEYSTONE CONSTRUCTION CO. LTD. (IN LIQUIDATION). 
LIQUIDATOR’S STATEMENT ACCOMPANYING SIXTH ACCOUNT 
gs 


ANALYSIS OF BALANCE. 


NI 5 og og hae ae ie a) awe ale ate. we, wa aay 
Ee ee eee ee 
NE ie teal gick se db 08 wate 0 0% 06 00 40 00. vo ne 
The balance is made up as aiiene: oo 
1. Cash in hands of Liquidators .. .. .. .. .. Nil 
2. Total Payments into Bank .. .. .. .. .. .. £37,572 3 10 
3. Less Total Withdrawals from Bank .. .. .. 34,854 1 0 





£2,718 2 10 
(1) The Amount of the Estimated Assets and Liabilities at the Date of the 
Commencement of the Winding Up— 


ASSETS: After deducting amounts charged 
to Secured Creditors and De- 
benture Holders .. .. .. .. £24,122 5 9 
LIABILITIES: Secured Creditors Nil 
Debenture Holders Nil 
Unsecured Credi- 
tors .. .. .. .. £37,967 4 7 £37,967 4 7 


(2) The Total Amount of the Capital Paid Up at the Date of the Commencement 
of the Winding Up— 
Paid up in Cash .. .. . aes lhl 
Issued as paid up otherwise than for Cash .. .. .. .. .. Nil 


(3) The General Description and Estimated Value of Outstanding Assets at 30th 
September, 1940— 
Office Furniture and Fittings: 


1-4 Drawer Filing Cabinet 

1 Office Safe and Stand (Say) £20 0 0 

1 Cupboard 
Eg ar en ee ee ee ee 1,296 13 3 
Money on Deposit .. .. 5 le sete Saas Sti 50 0 0 
Balance to the Credit of _Liquidator’s Account with the 

Murray River Bank .. .. .. . eee Sh ead. el ee 2,718 2 10 

£4,084 16 1 


(4) The Causes Which Delay the Termination of the Winding Up— 
Collection of Debts and Sale of remaining Plant and Office Furniture. 


(5) The Period Within Which the Winding up May Probably Be Completed— 


Approximately 4 years from date of commencement of winding up. 


This is part of the annexure marked “A” referred 
to in the attached declaration of Percy Vere 
declared before me this day of September, 
1940. 


FIGURE 10. 


KEYSTONE CONSTRUCTION CO. LTD. 


NAME OF COMPANY .. 
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3. The rights of holders of different classes of shares, in respect to 
priority of repayment of capital, are usually specified in the 
Memorandum or Articles of Association of a company. Gener- 
ally, the provisions of the Memorandum or Articles of Associa- 
tion confer upon the holders of preference shares the right of 
repayment of capital in full, in the event of the winding up of 
the company, before any repayment of capital to the holders of 
ordinary shares. 

4. The order of distribution in the winding up of a company is: 
1. Payment of Costs, Charges and Expenses of Winding Up; 
2. Payment of Creditors’ Claims— 

(a) Preferential Creditors; 

(b) Ordinary Unsecured Creditors. (It should be noted 
that shareholders rank as creditors for dividends that 
have been declared but not paid.) 

3. Return of Capital to Shareholders— 

(a) Preference Shareholders. (Provided that they are 
are preferential as regards repayment of capital.) 

(b) Ordinary Shareholders. 

(c) Other Shareholders (if any) whose rights regarding 
return of capital are subordinate to those of Ordinary 
Shareholders. 

5. In the absence of any express provision to the contrary, any 

surplus, after repaying to members the full amount of the paid 

up capital, must be divided amongst all shareholders, in propor- 
tion to the nominal amount of all issued shares. 





Insurance Companies’ Accounts — | 
By Pror. S. J. LENGYEL 


PECULIARITIES OF INSURANCE COMPANIES’ ACCOUNTS 


The accounts and financial statements of insurance companies are 
substantially characterised by the following facts: 

1. Properly drawn and clearly presented financial statements of all 
other kinds of business enterprises are or should be comprehensible and 
easily analysed by any intelligent reader with general commercial 
education and experience, not necessarily familiar with the technicalities 
of the line of business in question. Insurance accounts are different. 
Without intimate knowledge of the basic principles of insurance itself, 
financial statements of insurance companies can neither be understood 
nor properly interpreted. Dealing with insurance companies’ accounts 
in whatever capacity necessitates a fair amount of technical knowledge 
of insurance. 

2. In principle, financial statements of other enterprises present the 
picture of the financial conditions of the concern in question at a given 
time and according to accepted principles of good accountancy. Basically 
they are historical in their nature, deeply rooted in past records and 
values and purport to give information about the present solvency of 
the company. Insurance accounts are different. All operations of an 
insurance company, particularly those of a life insurance company, are 
long term operations and all decisive items of the financial statement of 
such a company are dependent on the course of events in a remote 
future. Consequently their financial statements are focussed into the 
future and present rather the discounted picture of future expectations 
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than present conditions. Their intention is not only to give information 
about the present solvency of the company, but also about the probability 
of its future solvency. 

3. The common source of doubts and uncertainties in financial 
statements of other business enterprises is the problem of the 
valuation of assets. Liabilities are accurately ascertained without further 
estimation, being expressed in terms of money. Banks, savings- 
institutes and other financial concerns know precisely their liabilities for 
deposits entrusted to them. The liabilities side of bona fide financial 
statements of other enterprises is, therefore, subject to errors and 
omissions, exact. Insurance accounts are different. The most important 
liabilities of insurance companies are not fixed, they cannot be exactly 
ascertained at all, but are liable to estimations by actuarial methods or 
otherwise. Despite every ingenuity in those methods, the results 
obtained are necessarily approximations and probabilities and are 
inevitably either less or more than the actual liabilities. In the financial 
statements of insurance companies we have always to deal with under- 
or over-estimations of the most important liabilities. Generally they are 
overstated. Nobody will reasonably expect mathematical exactitude in a 
commercial balance-sheet, but the doubts generally relate to the assets 
side, whilst in the case of insurance companies many guesses lurk behind 
the figures of the liabilities. 

4. Deferred charges, receipts in advance and contingent liabilities are 
generally of no decisive importance in financial statements. In this 
respect also insurance companies’ accounts are different. Their business 
is the making of contracts entailing a liability which cannot be fully 
determined until the expiration of the contracts. The determination of 
liabilities on a given date involves, therefore, inquiries and estimations 
into pending and 1 iknown claims and liabilities. On the other hand, 
payments by policy iolders in consideration of the cover granted under 
the contracts are usually made in advance for a period not synchronised 
with the fiscal year of the company, necessitating a division of these 
incomes between the periods to which they apply. Though suspense 
items are common in all financial statements, they are generally of 
secondary importance, but in insurance they are inherent in the nature 
of the business and are vital in the ascertainment of the proper income 
of the year under review and of the correct amount of liabilities of the 
business on a given date. It is logical and in accord with practical 
experience that financial statements heavily burdened with suspense 
items and contingent liabilities cannot be prepared with the same 
assurance of arithmetical correctness as is attainable where this is not 
the case. 

5. The cost of production or buying of goods manufactured or 
merchandised by a business concern involves on the one hand the outflow 
of money or the creation of a new liability and on the other hand the 
acquisition of goods which reappear as tangible assets at cost-value in 
the financial statement, provided the cost value is not higher than market 
value. Such a transaction does not affect the income statement at all; 
it is settled between the two sides of the balance-sheet. It is different 
in insurance. Insurance business deals with contracts, the production or 
acquisition cost of which is defrayed from current revenues and entirely 
written off as expenses, though they have a long range effect on the 
business and are the source of profits for years to come. The con- 
sequence of this practice is that the bigger the new business the smaller 
the net profit of the year and vice versa, everything else being equal. 
Total expenses of an insurance company are a medley of real expenses 
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of management and the cost of acquisition of new business. The 
respective proportions of the two composing elements, contradictory 
in their nature, are complicated to ascertain. Consequently the income 
statement of an insurance company has to be taken with a great deal of 
caution, and comparisons of expense ratios between different companies 
are more often misleading than enlightening. 

6. The field organisation of an insurance company is analogous to 
the equipment of a manufacturing enterprise. Here again we have to 
realise that while the tangible machinery of a manufacturing firm is a 
part of its assets, the intangible organisation of an insurance company 
is not a disclosed asset and the cost of its creation, enlargement and 
maintenance are defrayed from current revenues. 

7. As already stated, the real and, as a rule, the very considerable 
value of the portfolio and field organisation of an insurance company 
is not part of the assets. It may be considered as a particular type of 
goodwill or as a semi-secret reserve, of which the existence is known 
but the value is not included in the property accounts. This value might 
be very high and could be roughly defined in life insurance as the 
difference between the reserves calculated on the net premium and the 
gross premium bases and in general insurance as a variable percentage 
of one year’s premium income, according to the class of business; in 
any case it is a very considerable, sometimes even a huge, amount. That 
easily realisable assets of the magnitude of the value of the portfolio 
and organisation should have no place within the framework of the 
financial statement is a distinct peculiarity of the insurance business. 

8. The origin and distribution of profits are at least in one line of 
insurance, life insurance, of a specific nature, though profit-sharing in 
other branches is neither unknown nor uncommon. Profit in life 
insurance is essentially not the result of the com 1ercial activities of 
the company, but it is rather the difference betw ‘en the actuarially 
necessary and the actual gross premiums, the latter being consciously 
calculated with a safety margin. This term is interpreted here as a 
complex of overestimating mortality, expenses and contingencies and 
underestimating income from investments. The safety margin is the 
main source of profit, which under normal conditions is returned to the 
policyholders. Much depends of course on skilful management, but 
nevertheless in principle the profit of a life insurance company is of 
distinctly different character from that of other concerns. 

9. It is an established principle of good accountancy that no contra 
assets and liabilities should be omitted by offsetting them. It is a 
peculiarity of the financial statements of insurance companies that such 
offsetting takes place on a considerable scale, reinsurance transactions 
being simply deducted from gross transactions. Both in the financial 
and income statement net figures are usually given, liabilities to policy- 
holders being offset by contra claims against reinsurers. The effect of 
reinsurance transactions on almost all items of the statements is material 
and therefore the presentation of the statements on a net basis may 
frustrate an intelligent analysis of them from the outset. 

10. As a rule the legal element plays a more important part in the 
preparation of the financial statements of an insurance company than 
in the case of other companies. Insurance business is generally 
more closely regimented and supervised, forms of presentation of the 
statements prescribed, principles of valuation both of assets and 
liabilities laid down, and so on. Commercial principles of accountancy 
are often overruled by such regulations. In analysing insurance 
statements it is wise, therefore, to ascertain whether, and if so to what 
extent, customary commercial principles have been influenced by special 
legislation. 
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The Use of Graphs in Controlling Production 
By C. K. Locke 


(A lecture to the Australasian Institute of Cost Accountants, 
N.S.W. Division) 

Several times lately I have heard the opinion expressed that the 
existing troublous conditions, with an unpredictable immediate future 
looming ahead, make this the wrong time to institute a programme 
either of Production Control or of Budgetary Control. To me this 
opinion seems to be grounded on unsound premises and to indicate an 
entirely erroneous conception of the functions and purposes of such 
programmes. Such an opinion I think can be tenable only if the success 
or failure of a method of production planning and control is deemed to 
depend upon the closeness or otherwise with which the results forecast 
in the plan approach those actually achieved. 

I suggest that this success does not depend upon any such thing, 
and that it would be just as reasonable to say that a compass whose 
needle always points North is useless to a vessel sailing West or East or 
South or in any direction but North. 

To have a previously determined programme based on knowledge of 
capacity to produce and to market provides the compass needle. To 
measure current achievements and to measure available work, be it by 
months or weeks or days, enables us to trim our course just as the 
helmsman trims the course of his ship, and the degree of variation from 
the planned programme which circumstances compel us to make does 
not invalidate the guidance given in the steps which it is necessary to 
take. In fact, the greater the variation the more need for guidance and, 
therefore, the greater need and usefulness of Production Planning and 
Control. 

I will agree that a plan instituted in more normal times is likely to be 
more useful now than one just instituted, but mainly because those 
responsible for its working would have acquired more experience in its 
intricacies and uses and therefore be more expert in accurately inter- 
preting its indications and in instituting the steps necessary to improve 
results. 

The knowledge that nationally we would be more secure to-day if we 
had built up a defensive organisation on a gigantic scale before the War 
or even immediately on its outbreak does not make any of us suggest 
that we should not now put forth every effort humanly possible. And 
the knowledge that planned production started, say, two years ago would 
be a great help to a business now, should not deter us from building up 
a method of Production Control just as soon as the preliminary data can 
be assembled. 

This article deals with the subject of Planning and Controlling Volume 
of Production and explains some graphs which have been found useful 
for that purpose. Before detailing the points which these graphs are 
intended to emphasise, it will probably be advisable if I explain very 
briefly the activities and peculiarities of the industry the production of 
which they portray. 

The products are all tailored articles of men’s wear, that is, suits, 
overcoats, sports coats, trousers, etc., and although these garments pass 
from hand to hand in the course of manufacture (as many as 40 times 
in some cases) there are very few clearly defined steps or stages in 
production and practically every garment follows a different course. 
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Production records and charts are kept for five (5) groups or sections 
in these tailoring workrooms. 

In production by processes, of the type for which process costing is 
used, it will, of course, be necessary to prepare charts for each process, 
and where the conditions permit of clearly defined production centres, 
charts for each production centre will be advisable. 

The work entails manufacture of orders for large quantities of 
garments as well as a fairly large and inconveniently fluctuating volume 
of special orders for individual garments. 

The variable nature of this volume of special work entails that the 
charts indicate as well as total production the production on quantity 
orders which I have termed production on planned work. 

The unit of measurement used is the standard cost of the work 
performed excluding any material cost; that is to say, the total value 
added to the material by the processes and operations through which 
it is passed. Material is excluded because the business of manufacturing 
is to convert the raw material into the finished product—not to sell the 
material contained in the product—and its activities are much more 
accurately measured by the value added during the process of conver- 
sion. 

The adoption of this conversion value also simplifies the preparation 
of data from which the charts are drawn. 

For the sake of brevity and to avoid continually repeating myself, I 
shall refer hereafter to this added value as Standard Production Cost, 
so will you please remember that Standard Production Cost refers to 
the standard cost of the added value given to the raw material by the 
manufacturing processes. 

It is possible and feasible, of course, to use the Standard Time for 
the performance of the work as the unit of measurement, but the use of 
Standard Cost enables the production record, and therefore the charts, 
to be tied up with the Cost Ledger, which enables one to prove the 
accuracy of the figures shown and instil confidence therein. 

The charts are of the normal rectangular type, the weekly periods 
being shown as the abscissas and the Standard Cost in £ s., as the 
ordinates. The co-ordinates of the various curves are plotted weekly 
as being the shortest period for which the required data can be con- 
veniently and expeditiously prepared. 

The curves are treated cumulatively making a progressively rising 
curve, this is because the pictures required are of the conditions existing 
at any given date and of the trend of the curves rather than of the 
results achieved during any given week. 

Should the chart indicate the necessity for further information before 
taking action, the results of any individual period are, of course, 
available from the tabulated information from which the charts are 
prepared. 

In controlling the volume of production there are three main factors 
to be considered and related: 

1. The predetermined programme. 

2. The results actually achieved. 

3. Variation of actual performance from that planned. 

To present these factors graphically and clearly at short and definite 
intervals, and to indicate the cause of any variations and the amount 
and rate thereof, are the functions of graphs in Production Planning and 
Control. 
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In each of the graphs, planned results are indicated by broken lines, 
actual results by black lines and other factors by dot-dash lines. 

In Chart No. 1, the broken line indicates the Standard Production 
Cost of the total forecasted production at weekly intervals. 

The two main factors in determining this forecasted production are 
ability to produce (limited by capacity of the plant) and ability to sell 
(limited by the capacity of the market). 

If a system of Standard Costs is in operation or if a unit system of 
labour control is used the data necessary to determine the ability to 
produce will be readily available or easily compiled. 

The ability to sell must be determined by past experience over several 
years, the final result being influenced by current market conditions. 
The available data referring to sales will most likely be expressed in 
terms either of sales value or of quantities sold, and it will be necessary 
to convert this into terms of Standard Production Cost in the several 
sections, groups or processes for which graphs are being prepared. 


&s CHART No.! 
S000 


This conversion will be rendered much easier if a system of Standard 
Costs is being operated. 

In determining both the ability to sell and ability to produce, all the 
available data should be tabulated by months and weeks as well as by 
years, and the anticipated effect of any seasonal factors not operating 
during the period covered by the data as well as the method of calculating 
that effect should be clearly shown. This will not only assist in a more 
accurate forecast but will facilitate the preparation of forecasts for 
future periods. 

In preparing the data used in determining the planned programme it 
is always advisable to seek the co-operation of those in charge of the 
departments concerned with selling and production. And to endeavour 
to get them to accept the figures as their own forecast. The psychologi- 
cal effect of this attitude may save much friction when the time comes 
to institute action for control. 

Department foremen and salesmanagers are very apt to disbelieve 
figures which do not reflect a favourable light on their efforts, but they 
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will accept them much more readily if they have assisted in their prepara- 
tion and will make much greater efforts to adhere to a programme which 
they themselves have set than one which some “figure man” has set 
for them. 

The black line in Chart No. 1 indicates the Standard Production Cost 
of total actual production, including special orders as well as planned 
work, plotted weekly as the period progresses. If a unit system of 
labour control or a system of Standard Costs is in use, it is necessary 
only to apply the Standard Cost per unit to the number of units 
produced as recorded by the unit system and used for the Standard 
Cost method to obtain the Standard Production Cost. 


CHART N22 
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The dot-dash line indicates the Standard Production Cost of produc- 
tion that could have been achieved had every minute spent by each 
operative been fully productive at standard effectiveness. 

The Standard Production Cost of this standard production by opera- 
tives employed is obtained by applying to the total hours spent in the 
department the Standard Production Cost of the standard performance 
per hour. 

The purpose of this line is to indicate some of the causes of any 
variation in output; for example, should this line fall below the broken 
one, it would be obvious that insufficient operatives were being employed 
to produce the planned volume of production or insufficient machines 
being used if the machine is adopted as the unit of production. We shall 
designate this variation as being due to use of capacity. 

Should the dot-dash line suddenly show a steeper trend, while at the 
same time the trend of the black line remains consistent, it would be a 
clear indication that more operatives were being employed or machines 
being used, but that reduced effectiveness was resulting in little, if any, 
increase in actual production. This variation we shall call variation due 
to effectiveness. 

It should be remembered that the Standard Cost System takes care 
of the Cost, of any such reduced effectiveness, the graphs are concerned 
only with its effect on production. 
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I have mentioned that this tailoring section has to contend with a 











h variable volume of special orders for individual garments. 
t In arriving at the production on quantity orders, or what we may 
term planned work, it is necessary to make provision for these special 
t orders, but it must be conceded that any forecast of their volume for 
d short periods is largely dependent on an element of luck for its accuracy, 
f although over periods of one season, either summer or winter, the 
y volume is reasonably consistent. 
s It has been found that these variations from the forecasted volume 
d of specials do not involve any great difficulties provided they can be 
recorded and taken into account. 
The volume of these special orders is shown at the bottom of the 
chart, the forecast of course being shown as a broken line and the 
§ actual production in black, and the divergence between the two curves 
® will indicate variations in volume of standard production on planned 
work, due to unforeseen fluctuations in volume of special orders. 
&s CHART No.3 
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e We may thus summarise the different causes of the variations in 
volume of production on planned work as shown by Chart No. 1 :— 
y 1. Variation due to use of Capacity. (Shown by the relative 
2 positions of broken and dot dash curves and by the trend of dot 
d dash curve. ) 
s 2. Variation due to effectiveness either of operatives or machines. 
Ml (Shown by the relative positions of black and dot dash curves.) 
3. Variations due to unforeseen Fluctuations in volume of Special 
- @ Orders. (Shown by the relative positions of the black and 
a s@ broken curves at the bottom of the chart.) 
4 g On Chart No. 2 is shown the production of Planned work only, 
'?  @@ excluding the Special Orders. As on the previous chart the planned 
+ programme is shown as a broken line and actual performance in black. 
" = The relative position of the two lines indicates the total variation between 
4 performance and forecast which the previous chart divided into the 


three causes we have just examined. 
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This variation can be indicated in terms of time as well as in terms 
of Standard Cost. If the curve denoting actual performance _ be 
extended horizontally from its termination at any given date the point 
at which this extension intersects the curve showing planned perform- 
ance will indicate on the bottom scale the number of weeks which 
actual is ahead of or behind the planned performance. 

The dot dash lines show the amount of work available to the section 
measured by the Standard Production Cost of the orders actually 
received, and like all the other curves plotted weekly. The weekly 
terminations of this curve are extended horizontally until they reach 
the date for which delivery is required. 

The point at which these extensions intersect the line of planned 
production indicates approximately the date on which orders should 
be completed assuming that the planned programme is adhered to. 

Should these extensions not intersect the curve of planned produc- 
tion as shown on Chart No. 3, the production must be accelerated 
ahead of the planned programme if delivery dates are to be adhered 
to and a projection of these extensions horizontally will indicate the 
approximate date of completion. 

When the indicated date of completion is later than the delivery 
date called for by the orders in hand, it is of course necessary to take 
action to ensure that production is stepped up beyond the current 
programme. 





This can be done either by increasing the number of operatives or JJ 


machines engaged or possibly, if the hiatus between the dates is not 


serious, and the relation between costs and selling price will permit, § 


by working overtime, or if the conditions of the industry allow by 
having portion of the work performed in other plants. 


An indication of the amount of increase in production needed to | 


complete the orders on hand by the required dates can be obtained 
by entering two projections from current terminal point of the curve 
of actual performance. One following the current trend and the 
other extending to the terminal point of the dot-dash curve. 

The increase per period shown will be the measure of the required 
increase in production and this figure divided by the Standard Productive 
Cost of the Standard Performance per employee or per machine per 
week will indicate the additional number of operatives or machines 
needed to achieve the desired output in the desired time. 

Plotting these projections and extensions at intervals on the actual 
graphs used results in their becoming somewhat overful with lines 
but it has been found that although to one not familiar with their 
use and interpretation they become a little confusing yet experience 
soon overcomes this and the required picture of actual conditions is 
very clearly portrayed even though the neatness of the graph be 
somewhat marred. And if some particular point requires emphasising 
to the management it is comparatively simple to copy a graph leaving 
out the earlier extensions thereby isolating and clarifying the particular 
extension of the curves which indicates the point to which it is required 
to direct attention. 

Chart No. 3, which shows how Chart No. 2 appeared at an earlier 
date indicates that at that date actual performance approximated to 
the predetermined programme, the slight variation recorded being due 
to a smaller volume of Special Orders than had been foreseen, but it 
also shows that the planned programme is insufficient to complete orders 
in the time required. 
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The result of action that was taken to step up the production by 
increasing operatives is reflected in the increasing rate at which the 
actual curve draws away from the planned curve in Chart No. 2, and 
that it was achieved by employing additional operatives is indicated 
by the steeper trend of the dot dash curve. 

Its effect on the date of completion is also shown on Chart No. 2. 
The dot-dash lines intersect the curve of actual performance at an 
earlier date than they do the curve of the planned programme, showing 
an earlier delivery than would have been possible had the planned 
programme not been accelerated. 

If the Standard Production Cost of work available drops below 
a predetermined number of weeks in excess of the production line, 
then it is time to pep up the sales department. This is indicated by 
the measure of space between the curve of actual production and the 
dot-dash line extension at any given date. 

It will be found useful to have a sheet of ordinary 10 to the inch 
gtaph paper scaled off on the same basis as the graph. This enables 
quick and accurate measurement of the space between any of the 
curves. 

It will be noticed that much information and guidance can be 
obtained from the graph more speedily and easily than could be 
extracted from the figures from which the graph is prepared and indeed 
some of the indications which are most obvious on the graph can be 
deduced from the figures only by a good deal of calculation. 

There are many factors in preparing the predetermined planned 
programme, in preparing the data for the various curves, in converting 
that data into suitable terms for inclusion in the graph, in preparing 
the graph, in interpreting its indications, in obtaining information to 
confirm those interpretations, in instituting suitable action, and in 
observing and reporting on the results of that action. 

All of these need careful study and attention if the charts are to 
achieve maximum usefulness, but it is not possible to deal exhaustively 
with these subjects in the space of this article. 

All that has been attempted is to indicate some of the more obvious 
features and to suggest some of the uses which management can 
make of graphs in Production Control, and in doing this it is hoped 
that there has been found some agreement with the suggestion that 
even if current events cause performance to swing frighteningly away 
from the planned programme that planned programme still retains its 
value as a basis for the means of control. 

No one who has had experience in the use of Standard Costs would 
ever dotbt the value of this method as a means of controlling costs 
and throuzh them profits, and it would seem a natural and inevitable 
step to use the data obtained and used in operating a Standard Cost 
System in the control of production. 

It seems advisable to emphasise that the charts are not an end in 
themselves, neither is the planned programme an end in itself, they are 
part of the means to an end and that end is more effective control of 
production. 

The charts themselves will not control production but they will 
clearly indicate conditions, variations and causes, thus providing the 
means of intelligent control by management. 
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Share Transfers : National Security (Enemy Property) | 
Regulations 
By P. C. LANG, A.1.c.A. 


In regard to the registration of share transfers certain responsibilities J 
have been placed upon company secretaries and share-registrars by war §j 
emergency legislation, and it is evident that considerable confusion § 
exists as to the real nature and extent of those responsibilities. Brokers § 
and others who have dealings with share-transfers are often subjected § 
to considerable annoyance by the hesitant and uncertain attitude of § 
some company secretaries when there is presented to such secretaries J 


for registration a transfer in which the transferee is a person of foreign 


name. At times, one is inclined to believe that quite a number of 9 
accountants and secretaries are disinclined to inform themselves from § 
authoritative sources upon legislation which concerns their professional § 
duties, preferring to rely upon the good old Australian fount of learning, § 


the “Kerbstone.”” In many cases the confusion which exists in this 
regard arises from the fact that a number of secretaries who had 
experience of the ““War Precautions (Enemy Shareholders) Regulations 
of 1916” apparently are unable to comprehend that the Regulations of 
1939 were designed to meet a set of circumstances quite different from ] 
those existing in 1916. 
A comparison of the 1916 legislation with that of 1939 reveals 
fundamental differences. 


On September 6, 1939, there was published in the Commonwealth 4 


Gazette a Notice, warning traders and others, that commercial and 
financial dealings with the enemy were unlawful under common law. 


By that notice all persons resident, carrying on business, or being in the J 


E 


Commonwealth or any Territory under authority of the Commonwealth | 
were also warned, inter alia, not to enter into any new transaction 


or complete any transaction already entered into with an enemy in any 7 
stocks, shares or other securities. a 
ie 


The expression “enemy” was defined in the Notice as :— 


(a) Any person or body of persons of whatever nationality (and if § 
incorporated, wherever incorporated) resident or carrying on § 


business in the enemy country, but does not include persons of 
enemy nationality who are neither resident nor carrying on 
business in the enemy country, or, 

(b) Any person, firm or company, the business whereof is managed 
or controlled directly or indirectly by or under the influence of 
an enemy within the meaning of paragraph (a) of this definition, 
who is a person of enemy nationality, or is carried on wholly or 
mainly for the benefit or on behalf of such an enemy even though 


the firm or company may be registered or incorporated within the § 
King’s dominions. 


Three days later (on September 9, 1939) there came into operation J 
the “Trading with the Enemy Act, 1939,’ which by Sub-section 2 | 
of Section 3 gave legislative force to the “Notice of Warning” of 
September 6. 

The part of the sub-section mentioned in the preceding paragraph 
which is relevant to this discussion reads as follows :— 

For the purpose of this Act, a person shall be deemed to trade with | 
the enemy if he performs or takes pert in :— 
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(b) any act or transaction which by notice published in the Gazette, 
whether before or after the commencement of this Act, persons 
are warned not to do or into which by such notice they are 
warned not to enter; 


(d) any act or transaction which at common law or by statute 
constitutes trading with the enemy. 

The Act defines “Enemy Subject” as:— 

(a) any person or firm trading with whom would be deemed to be 
trading with the enemy within the meaning of sub-section 2 of 
this section ; or 

(b) any corporation, whether incorporated in any enemy country 
or not, which the Attorney-General, by notice published in the 
Gazette, declares to be in his opinion managed or controlled, 
directly or indirectly, by or under the influence of, or carried 
on wholly or mainly for the benefit or on behalf of, persons 
of enemy nationality, or resident or carrying on business in an 
enemy country. 

The position then is, that a person becomes liable to the penalties 
provided under the Act if he “takes part” in certain transactions. One 
such transaction would be the transfer of shares to or from a person 
or persons resident or carrying on business in an enemy country, or a 
transfer to or from a person, firm or company, who or which would 
come within the definition of “enemy” or “enemy subject” as set out 
above.! 

It has become the practice to endorse on each transfer or attach 
thereto a form of declaration to be completed by both the transferror 
and transferee. 

Most of such declarations are worded as follows :— 

“T hereby declare that I am not an enemy subject within the meaning 
of the Trading with the Enemy Act, 1939, and that the within written 
transfer is not made to/by me on behalf of or for the benefit of an 
enemy subject.” 

Another, and perhaps better, form is as under :— 

“I hereby declare that I am not a person resident or carrying on 
business in any country at war with Great Britain, or an enemy 
subject within the meaning of the Trading with the Enemy Act, 1939, 
and I also declare that the within written Transfer is not made to/by 
me for the benefit of any such person aforesaid.” 

Quite a number of secretaries appear to be under the impression 
that responsibility is upon them only not to enter an enemy subject on 
their register, but of course there is an embargo on transfers from, as 
well as to, enemy subjects. Another popular misconception is that there 


Fis a statutory obligation upon a company to refuse registration of a 


transfer unless it be accompanied by a declaration in the form as set 
out above. Neither a company nor its officers would become liable to 
prosecution under the Trading with the Enemy Act, 1939, merely 
because of the fact that a transfer unaccompanied by such a declaration 
was registered by it; nor would liability be avoided by the persons 
concerned, simply by insisting that the parties to all transfers execute 
such a declaration. 

1. The Stamp Commissioner is not one who “takes part” in a share transaction, and he is, 
therefore, free of any responsibility under the Trading with the Enemy Act, 1939. He is 
merely a taxing authority empowered to levy duty on the “instrument” of transfer and 
not on the “transaction” itself. Although the Stamp Acts of the various States provide 
for the imposition of penalties on officers of a company who may register an unstamped 
transfer—and although an unstamped transfer may not, except in criminal proceedings, 
be pleaded or given in evidence, or admitted to be good, useful, or available in law or 
equity for any purpose whatsoever—failure to stamp the instrument does not impair the 
validity of the transaction itself. 
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It will be of interest here to observe how different the position was 
in 1916. 

By the Enemy Shareholders Regulations of 1916 “Enemy Subjects” 
who held shares in a company within the Commonwealth were required 
to transfer those shares to the Public Trustee for the period of the war™ 
and for twelve months thereafter, as were also naturalised persons of 
enemy origin to whom the Attorney- -General had not granted an§ 
exemption from the provisions of the Regulations. 

An “Enemy Subject’ under those Regulations meant a subject of af 
country with which the United Kingdom was at war and includedj 
certain firms and companies under enemy control. 

Sales or transfers of shares to an enemy subject or to a naturalised 
person of enemy origin who had not been granted exemption from thejj 
provisions of the Regulations constituted an offence, and companies} 
were empowered to require any shareholder to make a statutory§ 
declaration setting out his nationality. 4 

It will be seen then, that under the 1916 Regulations the test off ; 
enemy character was nationality, whereas under the law at present in} 
force the test is territorial and control. 

It does not seem to be generally understood that in the case of share 
transactions an “enemy alien” is not necessarily an “enemy subject”! 
within the meaning of the Act. é 

A secretary or other officer of a company becomes liable under thei 
Act if he takes part in a share transfer to which an “enemy” or “enemy 
subject” is a party. Should such a transfer be registered, a declaration, 
even though it be in the form of a statutory declaration, will not alter 
the nature of the transaction. The fundamental fact that should bel 
understood is that the legislation with which this note is concerned is a 
War Emergency measure designed to prevent certain transactions, noiy 
to excuse them if the parties thereto observe certain formalities. 

While, as it has been pointed out herein, the execution of a declaration 
in the customary form by the parties to a transfer will not absolve a 
company secretary nor a broker from liability, if he takes any part iny 
a transaction with an “enemy subject,” it would be unwise to dispensill 
with the formality of a declaration, as its execution can do no harmy 
and may in fact have some psychological effect upon the parties con-§j 
cerned. One could hardly imagine that an enemy agent engaged inj 
subversive activities would feel any qualms about making a_ false 
declaration, if by doing so he could achieve something favourable to 
those in whose interests he may be working, but it is conceivable that] 
such a declaration may have some deterrent effect upon a person 
innocently lending himself to a transaction on behalf of one withisj 
the prohibition class. a 

Without losing sight of his own responsibility in transactions of the 
nature discussed herein, a company officer whose duty it is to pas# 
transfers must necessarily rely to a great extent upon the broke 
handling the matter. The broker effecting the sale of the shares would 
of course be one “taking part” in the transaction, but as he is dealing 
with one or both of the principal parties, he is in a better position than 
the company secretary to investigate the credentials of those parties. 

One precaution a company secretary should take for his own protectiom 
is to satisfy himself entirely that brokers who bring to him transfers 
are fully aware of the responsibilities they themselves shoulder in eve 
share transaction, and that they are taking adequate steps to proted 
themselves. Investigation in this regard by brokers as well as 
secretaries would not of course be sufficient if it aimed only at verifying 
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that neither the buyer nor the seller of the shares came within the 
definition of “enemy subject.” It must extend further to the establishing, 
to the satisfaction of the one concerned, that the buyer or seller is not 
acting either directly or indirectly for any other person, firm or company 
with whom such dealings would be prohibited. The position in which 
the secretary finds himself is very difficult indeed, but this is an 
emergency measure; its purpose is to help safeguard our national 
security; therefore secretaries and others have really a bigger task in 
this regard than the mere seeking to avoid personal liability. 





Overseas Exchange 
By A. CLunies Ross, F.I.C.A. 


On p. 172 of the November issue of The Australian Accountant an 
answer is given to the question: Who got the £10,000 when £50,000 
collected in Melbourne became a credit for £40,000 when it reached 
London? May I make one or two comments? 

(i) The question is really meaningless as will be seen if we give tie 
two “pounds” different names to indicate the fact that they are 
different things. Call a British pound a “sterling” (“Stg.” for 
short) and restrict “pound” (and “£”) to the Australian pound. 
The question then becomes: Who gets £10,000 when £50,000 are 
exchanged for Stg. 40,000? As who might say: Who gets six if 
seven hose (pairs of) are exchanged for one hose (garden)? Or, 
to return to monetary units: Who gets (and who loses) 2,200 
when an American exchanges $3,200 for £1,000? It is impossible 
to put a unit after the “10,000” or the “six” or the “2,200.” The 
original trouble arises from having the same name for two things 
which have, in fact, always been different.* 

(ii) When exchange rates were changing rapidly, some people did 
make profits at the expense of others. In 1929, £100 did exchange 
for Stg. 100; by the end of 1930, the bankers’ published rate 
was £110 for Stg. 100. In January, 1931, the bankers recognised 
facts and made the rate 125—at which figure it has remained 
ever since—except for a short period in 1931. About that time, 
anyone with a right to sterlings (e.g., a woolgrower who had 
sold to a Briton) received more than he did before the rate rose; 
his gain was at the expense of other Australians who were willing 
to pay higher prices for British goods. But, when the rate becomes 
steady, profits of this kind cease—or, to be more exact, they 
almost cease—and such as there are are made by the Common- 
wealth Bank. The Bank stands ready (leaving wartime restric- 
tions out for the present) to sell Stg. 100 for £125 and to buy 
them at about 4 of 1% lower—making a gross profit of 10s. per 
£100 on the double transaction. 

A very careful observer might notice that a particular commodity was 
selling for Stg. 72 in England (e.g.) and £100 in Australia. If so, he 
could remit Stg. 72 for £90, buy the commodity in England and, neglect- 
ing freight, etc., make a profit of £10. Such commodities are, however, 
hard to find—which is as much as saying that, on the average, Stg. 100 
buy in Britain as much as £125 in Australia. (The phrase “on the 
average” conceals some difficulties, but they cannot be discussed here.) 
It may be objected that the prices of most things vary in both countries, 


*See The Australian Accountant, Sept., 1938, “‘Pounds and Pounds.” 
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so that, if the statement is true in 1932 (say), it is not likely to be true 
in 1936. That is where the Commonwealth Bank, in association with 
the Bank of England, comes in. If the changes in prices are not “in 
step,” but (e.g.) those in Britain are rising while those in Australia are 
falling, exports from Australia tend to increase and there will be a 
relative reduction in the demand for sterlings. If the Bank did not 
consider it wise to keep the rate steady, the price of Stg. 100 might drop 
to £120. But the Bank continues to pay £125 for all sterlings offered 
and can buy all that is available. It will not sell below that price with 
the result that the excess of exports tends to fall. The process may, 
for this reason alone, make £125 the “natural” rate after a time, but 
experience shows that trade will sooner or later change so that the 
natural rate would be £130. During the first period, the Bank has been 
“buying dear”; in the second, it is able to sell dear. It has been acting 
like the air-chamber of a pump which converts the spurts into a steady 
stream. 

Of course, the above is a peace-time story though, as between Britain 
and Australia, war does not affect it much. As between U.S.A. and 
Australia, the rate has been “pegged” by bank action (supported by 
governments) at $3.20 for £1, but—not even the Bank of England could 
keep it there indefinitely when imports exceed exports continuously— 
hence the restrictions on purchases of dollars; another name for restric- 
tion on imports from U.S.A. 

We have come some distance from the opening question, but it is 
perhaps now clear that, even if the question is put in a form which does 
mean something, “does anyone make profits out of exchange; and, if so, 
who is it and how much does he make ?”—it cannot be answered in a 
word or two. 
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